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The Improvement of Investor Protection
Manuel F. Cohen
Chairman, Securities and Exchange 
Commission
I propose to discuss some of our activities 
which may be of special interest to you, studies 
that we have made or are making, proposals 
for new legislation or for changes in our rules, 
and, of course, our interest in the problems and 
progress of the accounting profession in its 
efforts to improve the standards of accounting 
and of financial reporting.
Pending Legislation
In the area of legislation, Senator Harri­
son Williams has introduced a bill which would 
require persons making cash tender offers 
for the stock of publicly-held companies to 
disclose their identity and background as well 
as other information necessary to enable 
shareholders to make informed decisions. In re­
cent years, cash tender offers have become 
an increasingly popular technique for acquir­
ing a controlling interest in a company. They 
have increased from an aggregate annual 
rate of about 200 million dollars in 1960 
to almost a billion dollars in 1965, Share­
holders faced with the necessity of decid­
ing whether or not to accept these offers are 
often unable to obtain the basic information 
necessary to an informed decision. In sup­
porting this bill, the Commission has pro­
posed modifications which we feel would 
provide more effective protection for share­
holders but would not hamper the use of the 
tender offer as a means of effecting changes 
in corporate control.
This bill would also provide the Commis­
sion with more specific authority in a re­
lated area—the repurchase by a company of 
its own outstanding securities. These pur­
chases, whether by tender offer or in the 
open market, can, like tender offers, have 
a significant effect both on the market price 
of the securities and on the control of the 
corporation.
Another bill pending before Congress, 
which we endorse, is designed to assure 
full disclosure in interstate public offerings of 
lots in unimproved subdivisions. These dis­
closure requirements would be implemented 
by a registration procedure, administered by 
the SEC, comparable in form to that provided 
in the Securities Act of 1933. (We tried 
to interest other agencies in administering this 
law, but they all assured the Congress that 
the SEC was best equipped to handle it.) 
This legislation would afford important pro­
tection to many people of limited means who 
are interested in purchasing home sites for 
retirement or vacation purposes.
We also have a substantial interest in a 
proposal to amend the Welfare and Pension 
Plan Disclosure Act, because of the remark­
able growth of these plans and their actual and 
potential effects on the securities markets. 
During the fifteen years ending in 1965, the 
stockholdings of noninsured pension funds in­
creased in value from about one billion to 
forty billion dollars. Recent projections of 
private pension fund assets indicate that they 
will double within the next decade. These 
pension plans, like other institutional inves­
tors, are characterized by the fact that a small 
group of managers makes the investment 
decisions for a large group of indirect in­
vestors. Yet in many cases, the managers of 
these plans are not subject to any effective 
legal controls—many are not even subject to 
state laws governing the conduct and fixing 
the obligations of trustees. I am sure you 
will be interested in the fact that, in addi­
tion to a provision intended to remedy this 
defect by establishing a federal fiduciary 
obligation, one of the key protections pro­
vided in the proposed amendments is a re­
quirement for the filing of annual financial 
statements certified by independent account­
ants.
We have also made recommendations to 
Congress for important changes in the Invest­
ment Company Act of 1940 to provide addi­
tional protection for the more than 3½ mil­
lion people who have invested in securities 
through the medium of mutual funds.
These recommendations have their origin 
in Section 14(b) of that Act, which authorized 
the Commission to make a report and rec­
ommendations to the Congress whenever it 
deemed that substantial increase in the size of 
investment companies created any problem in­
volving the protection of investors or the 
public interest. Pursuant to that authoriza­
tion, the Commission in 1958 directed the 
Wharton School of the University of Penn­
sylvania to study certain practices and re­
lationships in the industry. The Wharton 
School report was submitted to Congress in 
1962. It was supplemented by the publi­
cation in 1962-63 of the report of the staff 
of the Commission’s Special Study of the 
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Securities Markets, one chapter of which ex­
plored sales practices in the mutual fund field, 
problems created by the front-end load in 
the sale of contractual plans and by allo­
cation of mutual fund portfolio brokerage. 
Neither of these reports was a report of the 
Commission. The Commission made a com­
prehensive study to evaluate the public policy 
questions raised in these reports and, in De­
cember 1966, it submitted its own report to 
Congress. The principal amendments, or at 
the least those which have stirred up some 
controversy, would provide:
(1) That all compensation received by 
persons affiliated with an investment 
company must be reasonable.
(2) That the statute provide that sales 
charges for investment company shares 
be fixed at 5 per cent with some flexi­
bility in the Commission to increase 
that charge where appropriate.
(3) That the so-called “front-end load” 
sales charge be prohibited.
These recommendations are embodied in 
a bill which we sent to the Congress on May 
1, 1967. I do not plan to discuss with you 
in detail our proposals and the reasons which 
underlie them, but I do want to say that 
we consider these reforms to be essential to 
the continued well-being, not only of the 
mutual fund business, but of the securities 
markets generally.
Finally, in the area of legislative proposals, 
we support the pending proposal of the 
Federal Reserve Board that the Board be 
empowered to adopt rules, similar to those 
which apply to listed securities, authorizing 
and limiting the extension of credit by brokers 
and dealers in connection with transactions 
in securities which are not listed on any 
exchange but are widely traded in the over- 
the-counter market.
Disclosure Requirements
We are currently exploring alternative 
methods of upgrading the quality of dis­
closure in reports filed under the Securities 
Exchange Act of 1934 and at the same time 
simplifying, where appropriate, the require­
ments for registration under the Securities 
Act of 1933 by issuers whose securities are 
also registered under the 1934 Act. When a 
company registers securities under the 1933 
Act, the material facts about the company 
are presented in an organized and unified 
way in the registration statement and pro­
spectus, and the disclosure provided in this 
way is of high quality. Since disclosures of 
material facts under the reporting require­
ments of the 1934 Act are not made all at 
once but are made periodically in annual 
or other reports, proxy statements and other 
documents, problems are presented to in­
vestors, their advisers, or even broker-deal­
ers and other professionals, who are seeking 
complete and up-to-date information about 
a company in readily available form. We 
believe the 1934 Act disclosure requirements 
can be improved without imposing undue 
burdens on reporting companies. To the ex­
tent that complete and up-to-date informa­
tion is publicly available through material 
filed under the 1934 Act, it may be pos­
sible to reduce the amount of information 
required in a 1933 Act registration statement 
without sacrificing any of the important protec­
tions which the 1933 Act is designed to afford.
As a part of this general effort, the Com­
mission recently proposed a new short form 
for registration of certain equity securities 
under the 1933 Act. In proposing a re­
duction of disclosure requirements we must 
proceed with caution to make sure that we 
preserve for investors, their advisers and the 
securities industry the important benefits pro­
vided by the registration and prospectus re­
quirements of the Act.
We therefore proposed to limit the use of 
the new short registration form to companies 
of established size, with stable operations 
and earnings, concerning which we could 
reasonably expect that information omitted 
from the registration statement and prospectus 
would otherwise be readily available. We 
suggested four basic limitations on the use of 
the form, which we do not believe are 
unduly restrictive and which we believe are 
consistent with this premise. It is estimated 
that 400 to 500 companies would be eligible 
to use the form.
We have proposed that the form be avail­
able only for companies with securities list­
ed on a national securities exchange. While 
other facets of the proposal have also been 
the subjects of criticism, I would like to of­
fer a word of explanation for this particular 
limitation on the use of the proposed form. 
Although the 1964 Securities Act amend­
ments extended the 1934 Act disclosure re­
quirements to many unlisted companies, the 
rules of the principal stock exchanges re­
quire, in many respects, more complete and 
up-to-date disclosure than is elicited by the 
disclosure requirements of the 1934 Act, and 
we believe this additional disclosure is an im­
portant factor in the decision whether and the 
extent to which the proposed short form should 
be available.
As I said, we have received a great many 
comments on the proposed short form, sug­
gesting possible alternative formulas for use 
of the form. We are giving very careful at­
tention to these suggestions, and hope to make 
4
rapid progress on this matter.
Of course, the great bulk of securities trans­
actions takes place in secondary trading to 
which requirements of the 1933 Act are 
inapplicable. Improvement of the 1934 Act 
disclosure requirements is essential wholly 
apart from the possibility that this may pro­
vide a key to modification of the disclosure 
requirements under the 1933 Act. We have 
proposed and are presently considering other 
modifications of the rules and forms under the 
1934 Act to assure that adequate information 
about all publicly held companies is available 
to investors and others in current and under­
standable form.
As a result of the 1964 amendments, all 
domestic companies which have assets in ex­
cess of $1,000,000 and more than 500 stock­
holders must now meet the full range of reg­
istration, reporting and other requirements 
of the 1934 Act. This almost doubled the 
number of companies subject to these re­
porting requirements to a total of almost 7,000. 
Thus any improvements in disclosure that 
can be accomplished will have a far greater 
impact than if they applied only to listed com­
panies.
You may recall that in 1964 we also changed 
certain of our proxy rules to require, among 
other things, that any material differences in 
the financial statements included in the an­
nual reports filed with us and the data in­
cluded in the annual reports to shareholders 
be reconciled or explained in these latter 
reports. This has had a salutary effect on 
financial reporting to investors. Recently we 
amended the rules further to require that com­
parative statements for the last two fiscal 
years be provided in the annual reports to 
shareholders so that the investor will have 
a better basis for appraising the progress of 
a company.
Accounting Principles and Practices
The current efforts of the accounting profes­
sion to develop accounting principles and to 
narrow the range of unwarranted differences in 
accounting practices are of great importance 
to us. While the various securities laws give 
the Commission authority to prescribe stand­
ards, the Commission as a matter of policy 
has always preferred to encourage the pro­
fession to take the initiative in the develop­
ment of improved financial reporting practices.
Much progress has been made by the pro­
fession since the inception of the Commission, 
but, I am happy to say, the pace has in­
creased in recent years. Attention was focused 
on the problem in the Congressional hearings 
on the 1964 amendments to the securities acts. 
In those hearings the Chairman of the Sub­
committee on Commerce and Finance of the 
House Committee on Interstate and Foreign 
Commerce requested my predecessor to file a 
statement for the record setting forth areas of 
accounting where alternative practices could 
produce materially different results under gen­
erally accepted accounting principles.
We submitted a memorandum to Congress 
discussing variations in practice in eight impor­
tant areas: valuation of inventories; deprecia­
tion and depletion; income tax allocation; pen­
sions; research and development costs; good­
will; when income is realized; and “all-inclu­
sive” versus “current operating performance” 
income statements. We also referred, without 
discussion, to other topics: intercorporate in­
vestments, long-term leases, principles of con­
solidation, business combinations, income 
measurement in finance and small loan com­
panies, and intangible costs in the oil and gas 
industry. While this is a lengthy list, it was not 
intended to be a complete list of all areas 
where alternative accounting methods are ac­
ceptable, or even all those in which the alter­
native methods can produce materially dif­
ferent results.
I am pleased to note that since the time we 
submitted that memorandum (which was sub­
sequently published in the June 1964 issue of 
the Journal of Accountancy), the American In­
stitute of Certified Public Accountants has taken 
a number of noteworthy actions leading toward 
the improvement of accounting and reporting 
practices. In October, 1964, it issued a special 
bulletin requiring its members to disclose any 
departures from opinions of the Accounting 
Principles Board (as well as effective Account­
ing Research Bulletins issued by the former 
Committee on Accounting Procedure). This 
was intended to emphasize the authoritative 
character of the Board’s opinions and to hasten 
the narrowing of areas of difference in the 
application of generally accepted accounting 
principles. The Council also specified that the 
Board review existing bulletins and opinions 
issued before December 31, 1965, to deter­
mine whether any of them should be revised 
or withdrawn. This review, the results of 
which were published as APB Opinion No. 6, 
(continued on page 8)
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AWSCPA Review-1966-1967
Beth M. Thompson, CPA
President 1966-1967
Now is the time to look back, not to see 
where we have been but to review what we 
have done. Thus we have a comfortable and 
warm feeling, realizing all we have done to­
gether.
First, the approval of 65 new members prob­
ably makes this a banner year. Many of them 
have indicated a committee preference and are 
already serving as working members.
Completion by the Education Committee of 
our pamphlet “Why Not Choose Accounting?” 
was a major accomplishment. This outstand­
ing piece of literature has been printed and is 
now being distributed through various chan­
nels, including ASWA Chapters.
The work by the Joint AWSCPA-ASWA 
Speakers Bureau Committee continued. Com­
pilation of biographical material nears com­
pletion. Joint determination of distribution and 
availability will be the next consideration.
AWSCPA continues as a member of the 
American Careers Council. Distribution of our 
booklet “Mapping Your Future” is part of the 
Council activity. This is accomplished through 
a packet of published material covering various 
fields of accounting and made available to 
counselors and students.
Many of our members received professional 
recognition and new honors. Delegates will 
represent our Society this fall at the Ninth 
International Congress of Accountants in Paris.
The WOMAN CPA editorial staff continues 
to maintain the high standards of the publi­
cation. Members have contributed technical 
articles. Bi-monthly issues of our NEWSLET­
TER keep members abreast of current happen­
ings and members’ accomplishments.
Early in the year, the Fifth Congress of 
Women Leaders, sponsored by the National 
Federation of Business and Professional Wom­
en’s Clubs was attended by the Presidents of 
AWSCPA and ASWA. This annual meeting in 
Washington, D.C. promotes the continued ad­
vancement of the status of women in business.
As President, I have attended many ASWA 
chapter activities. The Eastern and Western 
Regional Conferences showed continued plan­
ning for timely technical sessions and good 
fellowship. Close and pleasant working re­
lations with ASWA officers and board mem­
bers was most rewarding. The existing and 
continued coordination of our joint aims is 
extremely beneficial to the furtherance of our 
work. New friends throughout the country have 
added much to my life.
Your officers and directors have given gen­
erously of their time. They have contributed 
time and efforts to Society duties. Their in­
terest and participation in ASWA chapter activ­
ities, regional conferences and other account­
ing organizations evidences their desire to be­
come an integral part of the accounting world.
Each AWSCPA committee has fulfilled the 
hours of time needed to meet their required 
goals. Each member has accepted her own 
committee responsibility, and so we come 
to the end of an outstanding year. One that 
YOU have made possible. Thank you for let­
ting me serve with you as President.
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AWSCPA President’s Message
Frances D. Britt, CPA
President 1967-1968
1933-1968 Thirty-Five Years of Progress
As the American Woman’s Society of Cer­
tified Public Accountants attains thirty-five 
years of active participation in the field of 
accounting organizations, let us again survey 
the objectives set out by the nine farsighted 
women who founded the organization in 
Indianapolis in January of 1933. The years 
behind us have demonstrated the value of these 
objectives as we have: encouraged women ac­
countants in professional advancement; im­
proved the knowledge within the accounting 
profession concerning the ability and achieve­
ments of women certified public account­
ants; and, increased the number of women who 
are members and active participants in pro­
grams of other technical accounting organiza­
tions.
These objectives have often been studied as 
we search for methods to advance our prog­
ress. Up to the present time it has not been 
found necessary to modify these objectives in 
any way, and I would suggest that we pro­
claim this, our thirty-fifth year, as a year where 
we shall see these objectives continue in action. 
The officers and directors you have entrusted 
at the helm of your Society for the ensuing year 
have pledged themselves to adhere to the ful­
fillment of these original objectives as we con­
tinue to guide our path with these standards 
set up by our predecessors.
Serving you will be an outstanding group 
of officers and directors. I would like to pre­
sent to you this able group of women and the 
capacities in which they will serve. The offi­
cers are Dr. Marie E. Dubke, Vice President, 
Publicity Committee, Memphis, Tennessee; 
Mary E. Ruddy, Vice President, Public Rela­
tions Committee, Washington, D. C.; Dorothea 
Watson, Vice President, Budget and Finance 
Committee, Oklahoma City, Oklahoma; Mar­
jorie June, Secretary, Yearbook Committee, 
Chicago, Illinois; and Dorris Michalske, Treas­
urer, Cleveland, Ohio. The directors include 
Vera B. Coulter, Education and Research Com­
mittee, El Segundo, California; Mary B. Som­
mer, Membership Committee, Buffalo, New 
York; Doris A. Welch, Publications Committee, 
Sacramento, California; Katherine M. West, 
Legislation Committee, Brooklyn, New York; 
and Beth M. Thompson (ex-officio), Policy 
and Procedure Committee, Miami, Florida. 
Serving in other capacities will be Dr. Marilynn
Miss Frances D. Britt, CPA, is a member 
of the staff of the accounting firm, Costello 
& Marshbanks, in Seattle, Washington. She has 
previously served AWSCPA as Secretary and 
Vice President as well as Director. She has 
been President of the Seattle Chapter of ASWA 
and is now a member of Tacoma Chapter.
Miss Britt is also a member of the American 
Institute of Certified Public Accountants, the 
Washington State Society of Certified Public 
Accountants and the Business and Professional 
Womens Club. She attended Auerswald’s 
Business University where she received a Bach­
elor of Commercial Science degree.
G. Winborne, Award Committee, Tucson, 
Arizona and Doris J. De Bri, Central Register 
Committee, Chicago, Illinois.
We deeply appreciate the honor you have 
bestowed upon us by giving us the privilege of 
serving you and the Society during this next 
year. We are cognizant of the responsibilities 
involved and pledge our very best efforts for 
the coming year. With the overwhelming co­
operation that has been evidenced by the mem­
bership we are confident that the aims and 
purposes of the Society will continue to ad­
vance during this year.
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The Importance of Investor Protection 
(continued from page 5)
was a further aid in the narrowing of unjustified 
alternative practices.
In 1966, the Accounting Principles Board 
issued three significant opinions, one dealing 
with pension plans, one on reporting the results 
of operations, and one omnibus opinion dealing 
with a number of areas in which greater uni­
formity of practices is desirable. I understand 
that the APB has research studies under way 
on many of the other areas cited in the mem­
orandum. With the accelerated pace at which 
the APB is now functioning, I am hopeful that 
opinions will be issued in the not too distant 
future on some of the other problem areas such 
as, to name a few, income tax allocation, re­
search and development costs, goodwill, inter­
corporate investments, principles of consolida­
tion and business combinations.
Conglomerates
A comparatively new problem area in ac­
counting and financial reporting is the need 
for more informative reporting on the opera­
tions of so-called “conglomerate” companies 
—those widely diversified companies whose 
operations include a number of distinct lines 
of business or classes of products or services. 
This problem has become more significant as a 
result of the increasing numbers of acquisitions 
and mergers in recent years, many of which 
involve companies in different and unrelated 
lines of business. Some examples that we have 
noted recently include a diversified electronics 
manufacturer acquiring an auto rental organ­
ization, a tobacco company acquiring a dis­
tillery, a food and dairy products processor 
acquiring a furniture maker. Then, of course, 
there are the avowed conglomerates, such as 
Litton Industries and Gulf and Western In­
dustries, which have acquired companies in a 
large number of different fields. In all of these 
cases the problem is the same— where investors 
formerly had separate financial statements on 
the different operations, they may now receive 
statements which give very little meaningful 
information about how the conglomerate com­
pany derives its income. This not only makes it 
more difficult for investors to make informed 
decisions and comparisons of different com­
panies; it also makes it more difficult for 
stockholders to judge how well their manage­
ment is performing in the various areas of 
operation it has chosen to enter.
I have indicated on several occasions that 
we consider this problem to be of the utmost 
urgency, and a recent article in Dun’s Review 
indicates that this opinion is shared by many 
responsible leaders of the financial and busi­
ness communities.
In determining what additional information 
conglomerate companies can practicably pro­
vide about their diversified operations, a num­
ber of matters must be considered, including 
the amount and type of additional disclosure 
that will be most meaningful.
In this connection, as I have said before, ex­
perience may prove to be the best guide, and 
the breakdowns which are being voluntarily 
furnished by an increasing number of conglom­
erate companies should be very helpful to us 
and to other interested groups in formulating 
definitive standards. I am pleased to be able 
to report that our preliminary review of 1966 
annual reports to stockholders indicates that 
some significant progress is being made. A 
survey of the reports of 241 large companies 
for 1965 and 1966 shows that the percentage 
showing a breakdown of gross revenues by 
product line increased from about 37% in 1965 
to about 51% in 1966. This increase, account­
ed for by 39 companies which include break­
downs of sales for the first time in 1966, was 
offset, I regret to note, by seven companies 
which furnished such a breakdown in 1965 
but not in 1966.
In the area of net income, 24 of 331 com­
panies whose 1966 reports were reviewed pro­
vided substantial disclosure concerning the 
relative profit contributions of their different 
product lines or divisions. (In evaluating this 
figure, it should be kept in mind, first, that 
very few of the 24 companies had provided 
any comparable disclosure in 1965 and, sec­
ond, that the sample of 331 companies in­
cludes many that could probably not be classed 
as conglomerates under any definition.) These 
disclosures appeared to fall into three dif­
ferent patterns: those which showed rel­
ative contributions to net income, those which 
showed relative contributions to net income 
before allocation of corporate overhead, taxes 
and other items, and those which showed the 
relative “operating profits” of the various di­
visions.
I believe that these preliminary statistics are 
a measure of the increasing awareness by cor­
porate financial officers and accountants of the 
necessity of providing additional information, 
as well as of the magnitude of the job still to 
be done, both in terms of developing definitive 
standards and securing general adherence to 
them.
This is another area in which we are co­
operating with the accounting profession, as 
well as other interested business and profes­
sional groups, in the consideration of the prob­
lems involved. A thorough study is being con­
ducted by the Financial Executives Institute 
which should be very helpful to us in develop-
(concluded on page 10)
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TAX FORUM
DORIS L. BOSWORTH, CPA, Editor
CURRENT CAVEATS
A review of recent tax cases and rulings in­
dicates refinements in certain areas with which 
the accountant should be familiar as they may 
have an effect on future planning. This month’s 
Forum will, therefore, briefly discuss some of 
the changes that may prove important.
Tax-Exempt Securities
Section 265 of the Internal Revenue Code 
specifically disallows a deduction for interest 
on indebtedness incurred to purchase or hold 
tax-exempt securities. Hitherto this section was 
invoked in those instances where the use of 
the borrowed funds could be directly attri­
buted to the acquisition and holding of such 
securities.
In April of this year, however, the Court of 
Claims in Illinois Terminal Railroad Co. v. 
U.S., Ct. Cl. 4/14/67 went one step further. 
Taxpayer in this case acquired tax-exempt se­
curities as part of the proceeds from the sale 
of an asset. These securities were then pledged 
as collateral for its own first mortgage bonds. 
The Court upheld the Treasury Department’s 
disallowance of interest expense on taxpayer’s 
own bonds to the extent that such indebtedness 
could have been discharged through the ap­
plication of funds received from the sale of 
the tax-exempts. It was acknowledged that 
the company’s indebtedness was not incurred 
to acquire the tax-exempts.
At first reading this decision would seem to 
bar a deduction for interest paid on outstand­
ing indebtedness in any instance where the 
taxpayer is holding tax-exempt securities as an 
investment. A careful study of the opinion, 
however, indicates that if there is a specific 
business purpose for the indebtedness, regard­
less of the tax benefits realized through the 
acquisition of tax-exempt securities, Section 
265 will not prevail.
In similar fact-situations, or where the tax­
payer is contemplating the purchase of tax- 
exempt securities and is currently paying in­
terest on indebtedness, he must be able to 
offer compelling business reasons for utilizing 
his funds to purchase securities rather than re­
duce or discharge his indebtedness. One ex­
ample of a permissive transaction would be 
the requirement of state authorities to invest 
in tax-exempts as security for possible future 
workmen’s compensation benefits.
Accumulated Earnings Tax
There have been important developments 
concerning the imposition of the penalty tax 
under Section 531 of the Internal Revenue 
Code where the reasonable business needs test 
is being questioned.
With regard to the reasonable needs of a 
business in terms of working capital, the Tax 
Court and various District Courts have, until 
recently, been accepting the necessity of re­
taining net quick assets sufficient to meet 
expenses for one year, including cost of goods 
sold and operating expenses exclusive of de­
preciation. Beginning in 1965 this rule-of- 
thumb has been supplanted by specific for­
mulas, based on operating-cycle tests. The 
operating cycle is, of course, the period of 
time involved to convert cash into raw mate­
rials, raw materials into finished goods, finished 
goods into sales, and culminates with the col­
lection of receivables arising from such sales.
A discussion of the formulas would encom­
pass a lengthy article in itself. We believe it 
is sufficient in this Forum to cite the cases in­
volving two specific formulas being utilized. 
They are as follows:
Bardahl Manufacturing Corp., TC Memo 
1965-200, 7/23/65
Apollo Industries, Inc., 44 TC 1 (1965) as 
modified by the U. S. Court of Appeals, 
1st Circuit -(66-1 USTC Par. 9294, 17 
AFTR 2d 518, 358 F2d 867)
A study of the cases will acquaint the tax 
practitioner with the exact calculations to be 
made in both instances. The need for working 
capital is generally greater under the Bardahi 
formula, but calculations should be made under 
both methods before the close of the year for 
the ensuing year, and reduced to writing, to 
justify retention of earnings.
The use of these formulas does not preclude 
a retention of earnings on the grounds allowed 
in the past, such as business expansion and 
replacement of plant and equipment, provided 
such grounds are specific, definite, and 
thoroughly documented. It is only when there 
is an absence of such plans that use of the 
formulas should be employed, and then if 
retention of earnings cannot be justified based 
on calculations under the formulas, the dis­
tribution of dividends at year-end or within 
two and one-half thereafter should be care­
fully considered.
Sales of Depreciable Property 
Between Related Taxpayers.
Section 1239 of the Code treats the gain 
on the sale or exchange of depreciable prop­
erty between related taxpayers as ordinary 
income. This section has lost a great deal of 
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its efficacy with the passage of Sections 1245 
and 1250 of the Code as, in any event, the 
majority of such gains will be treated as or­
dinary income to the extent of post-1961 and 
post-1963 depreciation. There can be instances, 
however, where the gain is sufficient to involve 
capital gains income, and a recent case reveals 
a possible tax problem in this area.
Section 1239 (a) (2) stipulates that ordinary 
income will result in the case of a sale of de­
preciable property between an individual and 
a corporation in which the individual owns 
more than 80% in value of the outstanding 
stock. In U.S. v. Curtis L. Parker, (CA-5) 4/ 
14/67 the danger of a literal interpretation of 
the phrase “80% in value” is emphasized.
In the Parker case, taxpayer owned 80% 
of the outstanding stock, and an employee 
owned the other 20%, with a corporate right 
of first refusal extending to both shareholders 
in the event they wished to dispose of the 
stock. There was also a collateral agreement 
between Parker and the employee that in the 
event of the employee leaving the firm his 
shares would be purchased by Parker on a set 
formula basis. A sale of depreciable property 
to the corporation by Parker was taxed as 
ordinary income as he was deemed to own 
more than 80% in value of the outstanding 
stock. The Court held the fact that Parker’s 
stock was subject to only one restriction, the 
corporate buy-out, and was a majority interest, 
made it worth more than the 80% interest 
indicated through actual share-holdings.
In view of this decision, in any case where 
the taxpayer has a majority interest, but not 
more than 80% of the outstanding stock, and 
hopes to circumvent Section 1239, he must be 
prepared to have the value of his holdings 
challenged on the basis of the true value of a 
majority interest.
Depreciation Methods
Certain accelerated methods of depreciation, 
such as double declining balance and sum of 
the years-digits method, are available to tax­
payers in the case of property with a useful 
life of at least three years if the original use 
of such property commences with the taxpay­
er. Great care should be exercised in the adop­
tion of these methods to see that the property 
is qualified property. Based on Revenue Rul­
ing 67-50, in the event an accelerated method 
is improperly applied, as for example in the 
case of used property, the adjustment made on 
examination will be to the straight line method 
only. In other words, the 150% declining bal­
ance method which could have been elected 
by the taxpayer upon acquisition of the used 
property will not then be allowed by the 
Treasury Department.
D.L.B.
The Importance of Investor Protection 
(continued from page 8)
ing guidelines or rules to achieve more inform­
ative financial reporting by the diversified 
company. The American Institute of Certified 
Public Accountants and other interested or­
ganizations are also cooperating in this en­
deavor.
Conclusion
Much of my discussion has related to ef­
forts by us and by the accounting profession 
to obtain better disclosure of financial and re­
lated information for the public. Since the 
financial statements provide the key informa­
tion in the distribution and trading of securi­
ties, the work of the accountant in examining 
the financials is most important in the disclo­
sure process. We place great reliance on the 
work of the independent accountants through 
our requirements for certified statements in 
almost all filings with the SEC. The account­
ants lend authority to management’s represen­
tations by their opinions as experts, and they 
operate as a check on management in assuring 
that the financial data are fairly presented in 
accordance with generally accepted accounting 
principles.
There are many areas in which investor pro­
tection has been and can be further enhanced 
by utilization of the audit function of the in­
dependent accountant. You may recall that a 
few years ago we made changes in the report­
ing form used under the Investment Company 
Act of 1940 to require that the independent 
accountant, in addition to certification of the 
financial statements in such reports, express an 
opinion as to the fairness of the presentation 
of information required by other items of the 
form, such as asset coverage of senior securities 
and portfolio turnover rates. The accountant 
is also required to state, in connection with cer­
tain additional items, that he has seen nothing 
which indicates that the answers supplied are 
incorrect. We are currently considering a 
change in the audit requirements for brokers 
and dealers under Rule 17a-5 which would 
require the independent accountant to com­
ment specifically on the adequacy of the ac­
counting system, the internal control and pro­
cedures for safe-guarding securities, to identify 
inadequacies, and to indicate corrective actions 
taken or proposed to be taken.
We believe that increasing the accountant’s 
responsibilities in these ways not only furthers 
our primary objective of providing investor 
protection, but also emphasizes our confidence 
in, and reliance upon, the accounting profession 
in a continuing joint effort by the stock ex­
changes, the SEC, the accounting profession, 
and the financial officers of publicly-held com­
panies to improve financial reporting.
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TIPS FOR BUSY READERS
MARY F. HALL, CPA, Editor
“Accounting for Leases,” W. J. Vatter, 
Journal of Accounting Research, Autumn, 1966, 
Volume IV, Number 2.
This article was written in reaction to the 
Accounting Principles Board Opinions 5 and 7. 
These two opinions pertain to accounting treat­
ments of leases on the books of the lessee and 
the lessor. Mr. Vatter deals with three separate 
issues: 1. What are the accounting elements, in 
terms of services and obligations, which are 
created when a lease contract is signed? 
2. What relationship exists between the dis­
counting process and periodic charges or cred­
its to the income statement, such as amorti­
zation, income, or expense? 3. If the lessor’s 
cost of leased property is less than the dis­
counted value of future rentals, at what point 
should the lessor recognize this  difference as 
income?
Mr. Vatter holds that a lease establishes 
bona fide asset and liability elements for both 
the lessee and the lessor. The lessee has valid 
future service potential because of his right to 
the use of the leased property. The fact that 
title has not passed does not negate his legal 
right to these services although the lack of own­
ership title requires disclosure. The lessee is also 
clearly obligated, by the terms of the lease, to 
make specific payments which can be measured 
and recorded.
The lessor has acquired a valid legal re­
ceivable which ought properly to be recorded 
as an asset; he has also an obligation to provide 
a future service and this, by definition, is a 
valid liability.
Mr. Vatter takes issue with the implication 
in APB 7 that only two valid methods exist 
for accounting for leases: i.e., the financing 
method and the operating method. Through 
a series of examples and tables, Mr. Vatter il­
lustrates that on the lessor’s books the cost of 
the leased asset can be amortized using various 
methods. He illustrates first an amortization 
schedule which allows revenue to be a con­
stant percentage of the net investment, using 
an interest rate which equates the present 
worth of the rental payments to the cost of 
the property.
In the second illustration he shows an amor­
tization schedule based on an interest rate 
which is equal to the assumed interest cost for 
the lessor. The two methods illustrated result 
in different schedules for income before inter­
est charges and for amortization; however, the 
net income after capital costs are equal in 
the two cases. Mr. Vatter then illustrates that 
the cost of the asset can be amortized using the 
sum-of-the-years’ digits method of depreciation 
with a selected interest rate applied to obtain 
present worth of the depreciation amounts. He 
also shows that an amortization schedule can 
be built assuming different interest rates for 
the various years of the lease.
Included in the article are a series of journal 
entries which could be used by the lessor. The 
receivable is discounted at the financing rate, 
the liability is discounted at the assumed cost 
of interest, and the difference is deferred lease­
hold revenue. Each year adjusting entries would 
be required to reflect the interest factors; the 
cash receipt and straight-line (or other method) 
depreciation would be recognized.
The entry required on the lessee’s books 
would include a liability determined by dis­
counting lease payments at the lessee’s inter­
est cost of capital. Mr. Vatter reminds the read­
er that the lessee would not know the original 
cost of the asset to the lessor nor the lessor’s 
interest rate. He would logically use as dis­
count the interest rate he would have to pay 
for borrowed capital. He could select his meth­
od of depreciation (straight-line, sum-of-the- 
year digits, declining balance) and by dis­
counting the separate depreciation charges at 
his interest cost of capital, the value of the 
leasehold asset to him would be determined. 
The difference between the liability and the 
asset so calculated is the deferred interest 
charge on his books.
Mr. Vatter concludes that accounting for 
leases is not substantially different than ac­
counting for any other type of transaction. He 
sees no need for difference in accounting treat­
ment by the lessor or the lessee. Money does 
have time value, and this should be recognized. 
The rate of interest selected should reflect the 
cost of capital; both asset and liability seg­
ments of the transaction should be recognized; 
it is important to avoid a fast write-off of the 
leased asset on the lessor’s books when a lia­
bility still exists to the lessee.
This article may appear overly involved and 
academic at first glance; however, accounting 
methods are becoming more sophisticated and 
present worth computations are not really that 
difficult in this day of the computer. Certainly 
Mr. Vatter’s arguments concerning recognition
(continued on page 14)
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COMMENTS AND IDEA EXCHANGE
JANE STRENCIWILK, CPA, Editor
Rental Property Evaluation
As accountants, we frequently encounter the 
situation where a personal residence is con­
verted to rental property. We are concerned 
with what valuation should be used for de­
preciation on the income tax schedules. The 
first question we consider—“Is fair market value 
greater than cost plus improvements less casu­
alty losses taken on prior years’ tax returns?”
If an appraisal report is given to you by your 
client, you are in luck. Normally, however, you 
find that an appraisal has not been made and 
your client is reluctant to spend the necessary 
funds to obtain one.
An easy way to check the valuation given 
to you by your client, is to check the classified 
section of a newspaper of the same date. By 
looking under “Houses For Sale” in the area 
of the property, you can determine the price 
at which comparable houses are selling. You 
will have some differential, but it should take 
only a few calls on the listings to find similar 
property. Check, too, under “Houses For Rent” 
for rental prices on comparable houses in the 
same neighborhood. Now divide the average 
sales price by the average rent to obtain the 
gross rent multiplier.
Multiply the monthly rental of the house 
converted by the gross rent multiplier to deter­
mine if you are in the vicinity of the fair 
market value given to you by your client.
Example: Average sales price of houses with 
three bedrooms in the neighborhood—
$15,000 Average rent— $ 125
$15,000: $125=120
The value of your client’s property should be 
120 times the monthly rental.




On December 21, 1965, the armored car of 
one of our large banks, The Western Pennsylva­
nia National Bank, was held up and all of 
the canvas bags stolen and never recovered. 
This was my employer’s bank.
The newspaper item reporting the crime ex­
plained that no money had been lost, as the 
sacks taken had contained only accounting data.
Little, did I realize that this would affect 
me or the company, whose accountant I am, 
as we are located in Pittsburgh, Pennsylvania; 
and the car had been held up in McKeesport, 
Pennsylvania. When I received my bank re­
conciliation for the month of December, a 
printed notice was enclosed, telling about the 
robbery and asking all depositors to double­
check deposits made around that period.
In reviewing the bank reconciliation, I dis­
covered that a large deposit made by my com­
pany had not been recorded on the statement, 
even though I had received a deposit receipt 
from the bank.
My phone call to the bank gave me the in­
formation that the truck had picked up the 
checks after the bank had made the deposit 
receipt, and was delivering the accounting in­
formation to the central office for further ac­
counting procedure.
Now the unique accounting method I use 
is as follows:—
As soon as checks are received, they are run 
through our Xerox copier, making four copies.
This accomplishes the following:—
1. Enables deposits to be made immedi­
ately.
2. Produces a copy of check that may 
be given to anybody who is interested 
in whether payment has been received.
3. Gives a copy to be placed in Accounts 
Receivable, individual customer’s fold­
er.
4. Makes a copy that may be placed with 
customer’s statement for recording on 
same.
5. Delivers a copy of check to be held 
for one year for reference at any time.
6. Releases bookkeeper from the necessity 
of copying discount information or in­
voice data that customers have noted 
on the check.
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on both sets of books of the asset and liability 
elements involved in leases is consistent with 
good accounting theory and practice. Interest 
costs and interest income ought to be meas­
ured by both the lessor and the lessee. This 
article should stimulate a great deal of dis­
cussion in connection with the recent APB 
opinions.
Dr. Marie E. Dubke, CPA 
Central Michigan University 
Mount Pleasant, Michigan
“Depreciation Decimals Schedules,” Garfield 
G. Thatcher, Thatcher Publishing Company, 
Hollywood, Florida, 1967, 20 pages, $4.00.
This booklet is designed for the practicing 
accountant to produce a desired depreciation 
figure by multiplying by a single five-digit 
decimal.
A single schedule gives a decimal for each 
total month of the first year. The straight line 
method gives a decimal for the total years in­
dicated. Decimals may be added to produce 
any combination of months and years.
(continued on page 15)
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EDITOR'S PAGE
We are pleased to publish in this issue the 
manuscript of an address by The Honorable 
Manuel F. Cohen, Chairman, Securities and 
Exchange Commission, before the Washington, 
D.C. Chapter of the American Society of Wo­
men Accountants on May 9, 1967.
Manuel F. Cohen has been a member of the 
Securities and Exchange Commission since 
1961 and Chairman since August 1964. Mr. 
Cohen has been employed by the SEC since 
1942, serving as Chief Counsel to the Division 
of Corporation Finance, Adviser to the Commis­
sion, and Director of the Division of Corpora­
tion Finance. In 1965 he received the SEC’s 
Distinguished Service Award. In 1961 the Pres­
ident appointed Mr. Cohen to the Council of 
the Administrative Conference of the United 
States.
Mr. Cohen is a member of the American Bar 
Association, the New York Bar, the Federal Bar 
Association and the The American Society of 
International Law. Since 1958 he has been a 
Professorial Lecturer in Law at George Wash­
ington University Law School.
1967 AWSCPA-ASWA Joint Annual Meeting
The 27th AWSCPA-ASWA Joint Annual 
Meeting will be held in Portland, Oregon, 
September 20 to 23, at the Sheraton Motor Inn.
“Objectives in Action” will be the theme of 
the technical program which will be pre­
sented by distinguished speakers. The annual 
business meetings of AWSCPA and ASWA 
will be held during the meeting. In addition, 
Portland promises beautiful scenery and ex­
citement from ski level to sea level.
Information can be obtained by writing to 
Portland Chapter-ASWA, 7612 S. E. 32nd 
Avenue, Portland, Oregon, 97202
CHANGE OF ADDRESS
Whenever you have a change of address, 
you must notify us of your new address if 
you wish to continue receiving the magazine. 
If your magazine is not delivered and is re­
turned to us, we shall have to discontinue 
mailing to you until we hear from you.
To change your address, please print your 
name, new address and zip code number and 
send to THE WOMAN CPA 327 South La­
Salle Street, Chicago, Illinois 60604.
Annual Meeting 
American Woman’s Society of 
Certified Public Accountants
In accordance with Article V, Sections 1 
through 4, of the Bylaws of the American 
Woman’s Society of Certified Public Account­
ants, notice is hereby given that the regular 
Annual Meeting of the Society will be held 
at 9:00 A.M. on Saturday, September 23, 
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Since the 150% and the 200% declining bal­
ance methods and the sum-of-the years digits 
method all produce a different figure for each 
succeeding year, each decimal has been cal­
culated to produce the depreciation for the 
specific year. Prior years’ depreciation amounts 
are available by adding the decimals for the 
years and months desired and then multiplying.
The schedules chosen for inclusion in the 
booklet cover the years stated in the guidelines 
of Revenue Procedure 62-21 and meet the 
requirements of Internal Revenue Regulations 
1.167(a)-1, 1.167(b)-0, and 1.167(c)-l, ac­
cording to the author.
The booklet was specifically designed to be 
a compact, handy, efficient working tool and 
should be helpful to anyone who studies it a 




Over 10,100 successful CPA 
candidates have been coached by 
International Accountants Society, Inc.
Byron Menides, 
President of IAS, says: ••
“If you don’t pass your CPA examination 
after our CPA Coaching Course, 
we'll coach you free until you do!”
Any CPA will tell you it takes more than accounting 
knowledge and experience to pass the CPA examination. 
You must know the quick, correct way to apply your 
knowledge, under examination room conditions.
How you budget your exam time, for example—how you 
approach each problem or question—how you decide, 
quickly the exact requirements for the solution—construct 
an acceptable presentation—extract relevant data—and use 
accounting terms acceptable to the examiners.
That’s where International Accountants Society, Inc., can 
help you. As of May 1, 1967, 10,176 former IAS stu­
dents who had obtained all or a part of their accounting 
training through IAS had passed CPA examinations. Our 
CPA Coaching Course is proven so effective we can make 
this guarantee to you:
“If any IAS CPA COACHING COURSE en­
rollee who has submitted for grading all 20 ex­
aminations of the course fails to pass the CPA 
examination in any state after meeting all the 
legal requirements of the state as to residence, 
experience, preliminary education, etc., IAS will
 CONTINUE COACHING WITHOUT ADDI­
TIONAL COST until the enrollee is successful.”
The IAS CPA Coaching Course is designed for busy ac­




Study School Since 1903 
own pace. Most important, every lesson is examined and 
graded by one of our faculty of CPA’s, who knows exactly 
the problems you’ll face in your CPA examination.
If you need refresher training in certain areas, IAS will 
supply, at no extra cost, up to 30 additional elective assign­
ments, complete with model answers, for brush up study.APPROVED UNDER THE GI BILL
The IAS CPA Coaching Course as well as the full IAS 
accounting curriculum is approved under the GI Bill. You 
start any time you please—there are no classes, no fixed 
enrollment periods. So, you can make maximum use of the 
time available, starting as soon as you enroll and continu­
ing right up to the examination dates.
SEND TODAY FOR FREE REPORT
To get the complete story on how you (or some member 
of your staff) can benefit from the proven IAS CPA 
Coaching Course, just fill out and mail the coupon below. 
No obligation.
FILL OUT AND MAIL FOR COMPLETE INFORMATION
Director of CPA Coaching
International Accountants Society, Inc.
Dept. C, 209 W. Jackson Blvd., Chicago, Illinois 60606
Without any obligation on my part, please send me your new 
report on the IAS-CPA Coaching Course.
Name___________________ _________________________________
Address___________________________________________________
City State_______ __ ___Zip
Employed by______________________________________________
□ Check here if entitled to 1966 GI Bill educational benefits.
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